The increase in selling, general and administrative costs resulted from higher employee benefit costs at
U S WEST Communications, increased marketing costs related to an expanding cellular subscriber base, and
marketing and related costs associated with publishing activities. Higher costs at Capital Assets included a
higher provision for credit losses associated with the financial guarantee insurance business.

Depreciation and amortization expense, excluding real estate operations, increased by $50.9, or 2.8 percent. The
increase is a result of a higher depreciable asset base and increased rates of depreciation sought by
U S WEST Communications and provided by regulators in certain jurisdictions. These effects were partially offset by
the completion of inside wire and depreciation reserve deficiency amortization programs in several jurisdictions.

Interest expense decreased by $57.3, or 8.4 percent, excluding real estate operations, principally due to the
effects of lower interest rates and lower financing needs in both industry segments. U S WEST's average
borrowing cost decreased to 7.7 percent from 8.3 percent in 1991,

Other income (expense) includes $51.8 of interest income associated with a 1992 tax settlement with the
Internal Revenue Service, partially offset by $35.9 in call premium expenses associated with the retirements of
six debt issues to take advantage of lower interest rates. International joint venture equity losses decreased by
$17.2in 1992, to $42.7, as a result of new partnership arrangements in our cable ventures.

PROVISION FOR INCOME TAXES

increase (Decrease)

- 1992 1991 $ %
Provision for income taxes $ 5350 $ 1873 $ 3477 185.6
Effective tax rate 31.2% 25.3% ~ -

Before the (992 change in accounting principles, which is shown net of tax.

The 1992 provision for income taxes as a percentage of income before income taxes and cumulative effect of
change in accounting principles increased almost entirely as a result of the $915 restructuring charge in 1991
Excluding the effects of the restructuring charge, the 1991 effective tax rate would have been 31.0 percent.

In $993, U S WEST will implement SFAS No. 109, “Accounting for Income Taxes”” Adoption of the new
standard will not have a material effect on the Company's financial position or results of operations, primarily
because of the Company's 1989 adoption of SFAS No. 96 which reflects deferred income taxes at current

income tax rates.

OTHER ITEMS
1991 Restructuring Charge

Approximately $500 of the $915 restructuring charge in 1991 related to a real estate valuation allowance, of
which $402.5 remains at December 31. 1992, Real estate revenues of $214.2, less operating expenses of
$212.8 and interest expense of $98.9, were charged to the valuation allowance in 1992. Though the valuation
allowance is currently adequate, weakness in the commercial real estate market persists and disposition of the
real estate assets has proceeded at a slower pace than orginally planned. The Company's current plan is to
dispose of its real estate portfolio over the next several years. The Company may hold real estate assets
longer than originally anticipated in order to realize book values.

An additional $240 of the 1991 restructuring charge relates to a reserve for planned workforce reductions totaling
6,000 employees over three years at U S WEST Communications. The reserve balance at
December 31, 1992, approximates $160. During 1992, U S WEST Communications reduced its employee level by
approximately 2,300 employees, about 2,000 of which resulted from the workforce reduction program. Total wages
and salanes charged to operations at U § WEST Communications increased by approximately $26 or 1.5 percent
during 1992, largely due to the effects of wage increases which offset the impact of workforce reductions. The effect
of the workforce reductions was not fully realized ir 1992 because the reductions occurred throughout the year,



Federal Regulatory Issues

in October 1992, the FCC adopted an order requiring that certain telephone companies, including U S WEST
Communications, allow competitive access providers to collocate their equipment in telephone company
central office facilities, The order, which is effective in May 1993, applies only to interstate special access
(ie. private line) services generally provided to large business users. It is expected that the order will increase
competition and result in lower prices for special access services, which accounted for about [ percent of
U S WEST Communications' interstate access revenues during 1992. Under the order, U S WEST
Communications would obtain additional flexibility in pricing these services. The FCC is considering whether a
similar order should be extended to switched access services.

In August 1992, the FCC adopted an order allowing telephone companies to deliver video programming developed
by athers and to provide certain other video services including video gateways, billing and collection services and
video customer premises equipment. The FCC also recommended that Congress repeal the “in-region”
cable ownership restriction imposed on telephone companies. These recent and proposed actions would allow
the Company access to provide cable television and other services within its telephone service area.

Also, in August 1992, the FCC issued a Notice of Proposed Rulemaking to establish Personal Communications
Services ("PCS™). PCS offers users mobile voice and data communications capabilities similar to existing cellular
service, though usage may be limited to local communities or within a business complex. PCS is viewed as a potential
competitor to both the local exchange and cellular businesses. The Company intends to pursue PCS opportunities.

U S WEST's interstate services have been subject to price cap regulation since January 1991. Price caps are a
form of incentive regulation and, ostensibly, limit prices rather than profits. However, the FCC's price cap plan
includes sharing of eamings in excess of authorized levels. The Company believes that competition will
ultimately be the determining factor in pricing telecommunications services.

The FCC has adopted a regulatory structure known as “Open Network Architecture,” under which USWEST
Communications is required to unbundle its telephone network services in a manner which will accommodate
the service needs of the growing number of information service providers.

State Regulatory Issues

There are pending regulatory actions in local regulatory jurisdictions which call for rate reductions, refunds or
both. In one such instance, the Utah Supreme Court has remanded a Utah Public Service Commission (“PSC™)
order to the PSC for reconsideration, thereby establishing certain exceptions to the rule against retroactive
ratemaking. The Commission’s initial order denied a refund request from an interexchange carrier related to
the Tax Reform Act of 1986. If the Commission reverses its earlier decision, the Company could be liable for
refunds, afthough at this time any such amount is not reasonably estimable.

U S WEST Communications has sought altemative forms of regulation (*AFOR™) plans which provide for
competitive parity, enhanced pricing flexibility and improved capability in bringing to market new products and
services. In a number of states where AFOR plans have been adopted. such actions have been accompanied
by agreements to refund revenues. reduce existing rates or upgrade service, any of which could have adverse
short-term effects on earnings. Similar agreements may have resulted under traditional rate of return

regulation.

U S WEST Communications has AFCR plans in the states of Washington, Minnesota, Oregon, New Mexico,
Idaho, Nebraska, North Dakota and South Dakota, and an AFOR  plan is under consideration in Colorado.




Competition

Regulatory, legislative and judicial actions have been leading to a more competitive environment for local
exchange companies. Perhaps even more importantly, as a result of rapid technological change, the computer,
cable television and telecommunications industries are starting to converge, a development which will lead to
more competition and new strategic alfiances in the future. With respect to local exchange service,
competition is expected from a host of potential players, including cable television companies, competitive
access providers (“CAPs™), cellular companies, providers of PCS and the interexchange carriers.

Currently, competition from long distance companies is eroding U S WEST Communications' market share of
intral ATA long distance services such as WATS and “800." These revenues have steadily declined over the
last several years as customers have migrated to interexchange carriers that have the ability to offer these
services on both an intral ATA and inter ATA basis. U S WEST and its affiliates are prohibited from providing
interLATA long distance services.

Competition from CAPs is currently limited to providing large business custormers (with high volume traffic)
private line access to the facilities of interexchange carriers. In coming years, CAPs could also become
significant competitors for other local exchange services.

The planned entrance of AT&T into the cellular arena through its proposed investment in McCaw Cellular
Communications Inc. (“McCaw'") creates a new competitor for providers of cellular and, potentially, local
exchange services. The AT&T/McCaw alliance would include a nationwide long distance network, equipment
manufacturing, research expertise and national branding. This alliance could ultimately lead to a reduction in
revenues, including access charges. A substantial portion of AT&T's operating costs are represented by such
access charges.

In addition to CAPs and providers of wireless services, including PCS, a major potential source of future
competition includes cable television companies which may offer telecommunications and other information
services in addition to existing video services.

The impact of increased competition on the operations of U S WEST Communications will be influenced by
the future actions of regulators and legislators who, increasingly, are advocating competition. For example, at
the federal level, as described above, collocation will position alternative service providers to compete with
local exchange carriers for a variety of telecommunications services, although the ultimate financial impact of
the FCC order is not readily determinable.

U S WEST Competitive Strategy

The Company is working to meet the competition by focusing on cost control, new products and services,
network modemization and development of new communications-related businesses. To be competitive, the
Company intends to commit significant resources to its network - with the objective of having a network in
the future that is less costly to build and operate, yet is more functional. Through its international investments,
particularly in the United Kingdom, the Company is able to participate directly in the convergence of cable
television and telecommunications without the in-region constraints that exist domestically.

U S WEST recognizes that it must continue to narrow the cost-of-service disadvantage with current and
potential competitors. Labor-related costs comprise approximately one-third of the total operating costs of
U S WEST Communications. The Company will continue its efforts to control these costs, primarily through
productivity improvements and reductions in staffing.

U S WEST Communications obtained approximately $136 of revenues from new products and services during
1992, an increase of $32, or 30 percent, over 1991, Significant new products include voice messaging, now
two years old with an installed customer base exceeding 500,000, and Custom Local Area Signaling Services
("CLASS™). which include features such as caller identification. Self-healing network services, which provide
medium and large users, including interexchange carriers, with built-in redundancy which reduces the risk of
network downtime. were also expanded in 1992,



During 1992, U S WEST continued expanding its intermational ventures, which include investments in cable
television and telecommunications, wireless communications including PCS, and international networks.
U S WEST's net investment in international ventures approximated $345 at December 31, 1992,
approximately 64 percent of which is in the United Kingdom. Of the total international investment,
approximately 69 percent is invested in cable television joint ventures, mostly in the United Kingdom and
Westem Europe. Cable TV subscribers in our United Kingdom joint ventures increased to 143,000, compared
to 88,000 one year ago. Additionally, the Company is providing 76,000 telephone access lines in the United
Kingdom, compared to 21,000 in 199}.

Because our international investments are in new, developing businesses, they typically are in a high growth,
reinvestment phase for several years and do not show net income or positive cash flow until they become
more mature. Consequently, start-up losses from these investments, in total, are expected to increase in 1993
and possibly beyond. The Company's future commitment to international ventures is currently planned at
about $325 over the next five years, but could increase as new opportunities become available.

U S WEST intends to focus significant future efforts on network modemization and the development of new
communications-related businesses. Starting in 1993, U S WEST Communications will begin to build a
broadband fiber and coaxial cable prototype network which will accommodate entertainment as well as
communications services. The Company anticipates converting about 500,000 access lines per year in high
growth, metropolitan areas to this technology, which will position U S WEST to compete with all future
providers of voice, data and video services.

Strategic alliances, which have been employed by U S WEST in its intemational operations, may be employed
domestically to develop the new communications-related businesses. For example, U S WEST and
Tele-Communications, Inc., with AT&T, are partners in test marketing video-on-demand services. In addition
to strategic alliances, the Company may make direct investments in assets or businesses that are consistent
with this strategy. Such investment activities could require large amounts of capital. Financing for any of these
types of activities will come from a combination of debt, equity or proceeds from the disposition of assets or
businesses which no longer fit U S WEST's strategic objectives. The Company is currently exploring its strategic
alternatives with respect to businesses not directly involved in telecommunications.

While a competitive telecommunications industry would benefit both providers and users of
telecommunications services, the Company believes it is essential that current restraints under which it
operates, including restrictions on equipment manufacturing, prohibitions on cross-ownership of cable
television by telephone companies and the provisioning of cable television programming content, and the
transport of voice, video and data across LATA boundaries, be lifted to place all competitors under the same
rules in order to ensure the industry's technological development and long-term financial health.

Other

In September 1992, non-management labor contracts between certan U S WEST companies and various unions
were ratified. Wages will increase approximately |2 percent over the three-year life of the contracts, which also
provide for benefit upgrades. The contracts represent nearly $250 worth of cumuiative wage and benefit
improvements over the three-year term.

U S WEST Communications currently accounts for the economic effects of regulation in accordance with the
provisions of SFAS No. 71, "Accounting for the Effects of Certan Types of Regulation.” In the event that
recoverability of operating costs through rates becomes unlikely or uncertain, whether resulting from
competitive effects or specific regulatory actions, SFAS No. 71 would no longer apply. The financial effects
(which would be non-cash) of an accounting change, should U S WEST Communications no longer qualify for
the provisions of SFAS No. 71, could be materal. U $ WEST Communications did not establish any regulatory
assets for financial reporting purposes in conjunctior with its adopuion of SFAS No. 106 because of
uncertainties as to the timing and extent of recovery given the Company's assessment of its long-term

competitive environment,



LIQUIDITY AND CAPITAL RESOURCES

Cash provided by operating activities increased by $326.3, or | 1.0 percent, over [991. Improved cash flow in
Communications and Related Services, including the effects of lower financing costs and the tax settlement,
contributed to improved cash flow from operations. Cash from operations is the primary source by which
U S WEST funds its capital obligations and shareholder dividends. The Company expects that cash from
operations will fund the major share of expected future requirements for existing businesses. Additional
financing will be met through debt, equity or proceeds from the disposition of assets or businesses.

Long-term debt, including amounts classified as current, decreased by $765 compared to the prior year.
During 1992, U S WEST called for early redemption of six debt issues aggregating $747 in principal amount.
The redemptions were achieved through issuing short-term replacement debt at lower interest rates and
t‘)rough the use of cash resources. U S WEST has benefited from the cyclical decline in short-term interest
rates by increasing its use of short-term financing, though a portion of this benefit has been offset by lower
interest income on short-term investments. The Company could be exposed to higher interest costs on the
short-term portion of its debt in the event of an abrupt increase in interest rates.

U S WEST manages a portion of its interest rate exposure by engaging in domestic and foreign interest rate
swap and option agreements with creditworthy third parties. Foreign currency exposure related to
international investing activities is similarly managed by buying or sefling foreign currency options and forward
contracts which enable the Company to fix foreign currency commitments in US. Dollars.

Excluding the non-cash impact of the cumulative effect of change in accounting principles, U S WEST's 1992
debt-to-capital ratio was 46.8 percent, compared to 49.8 percent at December 31, 1991, U S WEST's reported
1992 debt-to-capital ratio was 51.7 percent. The increase in the debt-to-capital ratio was attributable to the
effects of adopting SFAS Nos. 106 and 112 which reduced shareowners’ equity by $1,793.4.

Total capital expenditures were $2,598 in 1992 compared with $2,654 in 1991. Capital expenditures at
U S WEST Communications were $2,357 in 1992 and $2,168 in 1991. The 1992 capital expenditures of
U S WEST Communications were substantially devoted to the continued modernization of rural and urban
telephone plant, including investments in fiber optic cable and the conversion of central offices to digital
technology, in order to improve customer service and network productivity.

In 1993, capital expenditures are expectec to approximate $2.5 billion, including $2.2 billion at U S WEST
Communications. In addition, financing requirements for portfolio growth in the Capital Assets segment could
approximate $700 in 1993. Capital Assets required no additional debt financing in 1992

The Company's dividend growth rate has slowed in recent years, due largely to the effects of slower eamings
© growth and U S WEST's commitment to business expansion and network modemization. Dividends increased
by $.04, to $2.12 per share in 1992, an increase of |.9 percent. Continued dividend growth could be affected
by projected financing requirements related to new strategic directions.

U S WEST maintains a commercial paper program to finance short-term cash flow requirements, as well as to
maintain a presence in the short-term debt market. In addition. the Company maintains lines of credit
aggregating approximately $1.725, all which was available at December 31, 1992, Under registration
statements filed with the Securities ard Exchange Commission, as of February |, 1993, U S WEST companies
were permitted to issue up to approximately $1.3 bilion of debt securities,



RESULTS OF OPERATIONS - 1991 COMPARED TO 1990

tncrease (Decrease)

) 1991 1990 $ %
Net income $ 5534 $ 1,1989 $ (645.5) (53.8)
Earnings per share 1.38 3.1 (1.73) (55.6)

Absent the effects of the restructuring charge, 1991 income was $1,1434, a decrease of 4.6 percent, and
eamings per share were $2.85, a decrease of 8.4 percent compared to last year.

Operating income by industry segment follows:

Increase (Decrease)

1991 1950 3 %
Communications and Related Services $ 16717 $ 20793 $ (407.6) (19.6)
Capital Assets (465.1) 80.7 (549.8) -

The restructuring charge reduced 991 operating income of the Communications and Related Services
segment by $365 and the Capital Assets segment by $550. Absent the restructuring charge, operating income
of the Communications and Related Services segment would have decreased by $42.6, or 2.0 percent,
primarily as a resuft of lower operating income in telephone and cellular operations, and increased equity
losses associated with international investing activities, partially offset by higher operating income from
publishing activities. Operating income of the Capital Assets segment, excluding the effects of the restructuring
charge, was essentially flat, with increased income associated with financial guarantee insurance activities offset
by lower income from financial services and real estate activities.

SALES AND OTHER REVENUES

Increase (Decrease)

1991 1990 $ %
Communications and Related Services $9.479.8 $9.314.2 $ 1656 1.8
Capital Assets 1,097.4 643.1 4543 70.6
Total sales and other revenues $10,577.2 $9,957.3 $ 6199 6.2

The increase in sales and other revenues included a $400 increase in real estate sales and 2.3 percent growth
in U S WEST's other operations.

Communications and Related Services Segment Revenues

Increase (Decrease)

L 1991 1950 I ; %

U S WEST Communications operations:
Local service $ 35006 $ 33903 $ 1103 33
Access charges - interstate 20234 2,0934 (70.0) (33)
Access charges - intrastate 649.7 586.8 629 10.7
Long distance network service 1.462.7 14932 (30.5) (2.0)
 Miscellaneous 5280 529.1 (1.1) (02)
o 81644 80928 716 E
Publishing, cellular and other 13154 12214 94.0 77
Total segment revenues N  $94798 $ 93142 $ 1656 1.8




- v 4 S W L s - s e et e e e P S - N —— [ ————

An analysis of the change in U S WEST Communications revenues follows:

Local Service

Rate o Higher T Reclassifications Increase (Decrease)
Changes - Refunds Demand and Other 3 %
$472 $(10.0) $846  §(I15) $1103 33

The increase in local service revenues was primarily attributable to increased customer demand for services, as
evidenced by a 3.0 percent increase in network access lines during the past year, and some rate increases.
These volume and rate increases were partially offset by the effects of refunds.

Interstate Access Charges

TRate Higher o Redlassifications Increase {Decrease)
Changes - Refunds ~ Demard and Other $ %
$(191.0) $(24)  $1058 $17.6 $(70.0) 33)

The decrease in interstate access charges is primarily a result of lower interstate access rates ordered by the
FCC. U S WEST Communications reduced interstate access rates effective in July 1990 to comply with existing
FCC limitations on rates of return. Further reductions were made in January and July of 1991 as a result of the
FCC's adoption of price cap regulation for interstate services, which included a reduction in the authorized
rate of return from 12 percent to 11.25 percent, effective January 1991, An FCC-mandated cost shift to
intrastate jurisdictions also reduced interstate access revenues. These effects were partially offset by higher
demand for interstate access services, as evidenced by an increase of 74 percent in interstate billed access

minutes of use.

Intrastate Access Charges

Rate Higher “ Reclassifications Increase (Decrease)
Changes Refunds Demand and Other $ %
$2.1 $(8.4) $478 $214 $629 10.7

intrastate access charges increased primarily as a result of increased demand and the effects of reclassifying
certain revenues from local service. Excluding the effects of the reclassification, intrastate access revenues
increased by $44.4, or 7.6 percent. Intrastate bifled access minutes of use increased by 7.1 percent.

Long Distance Network Service

Rate Higher Reclassifications ) Increase (Decrease)
Changes ~ Refunds - Demand and Other L %
scte) o %Cel) % _$@29) $(305) (29)

Aggregate demand for long distance network services was essentially flat. The decline in revenues was largely
related to the effects of interexchange competition. Rate reductions and a customer refund also contributed
to the decline in revenues.

Publishing, Ceflular and Other

Increase (Decrease)

N . S L. B S
Publishing $ 8907 $ 8426 $ 481 57
Cellular and paging 3249 2739 510 18.6
Other -net 99.8 1049 5.1 (4.9)
Total 3513154 $1214 § %40 77

Publishing revenues increased primariy as a result of price increases. Although U S WEST expanded its cellular
customer base by approximately 39.7 percent in 1991, the rate of cellular customer growth slowed and the
average celiuiar revenue per customer deciined by 6.6 percent.



Capital Assets Segment Revenues

Increase {Decrease)

L 1991 1990 $ %
Financial services $ 3338 $ 3271 $ 6.7 20
Financial guarantee insurance 117.0 705 46.5 66.0
Real estate 652.1 2459 406.2 165.2
Other - net (5.5) 04) (5.1) -
Total segment revenues $ 10974 $ 6431 $ 4543 706

The increase in real estate revenues was attributable to an increase in building sales of approximately $400.
Excluding the increase in building sales, revenues of the Capital Assets segment increased by 84 percent.
Increased revenues from financial guarantee insurance was the result of higher premiums and an increase in

net investment income.

COSTS AND EXPENSES

Increase (Decrease)

1991 1990 $ %
Cost of services and products $ 32499 $ 27750 $ 4749 17.1
Selling, general and administrative 29920 29044 87.6 30
Depreciation and amortization i.876.1 1,844.9 312 1.7
Restructuring charge 9150 - 915.0 -
Interest expense 768.3 7332 35.1 48
Other income (expense) - net (352) 597 (94.9) (159.0)

Approximately $400 of the increase in cost of services and products is attributable to building sales. Absent
the increase in building sales, cost of services and products increased approximately 3.0 percent as a result of
higher operating costs associated with real estate operations, an increase in the cellular subscriber base and a
rise in production costs associated with publishing activities.

The increase in selling, general and administrative costs was a result of increases in benefit costs at U S WEST
Communications, marketing costs related to cellular, publishing and financial guarantee insurance activities, and
the provision for credit losses associated with financial services.

The increase in depreciation and amortization expense was a result of a higher depreciable asset base and
depreciation adjustments at U S WEST Communications related to AFOR plans implemented in the states of
Washington and Oregon. Largely offsetting these factors at U S WEST Communications were the completion
of inside wire and depreciation reserve deficiency amortization programs in several jurisdictions.

Interest expense increased principally as a result of increased borrowing for the purpose of funding capital
expenditures related to telephone and cellular operations, partially offset by a reclassification to other income
(expense) of interest expense not related to capital obligations. Portfolio growth in financial services, partially
offset by lower interest rates, also contributed to the increase. U S WEST's average borrowing cost decreased
to 8.3 percent from 8.8 percent in 1990.

The decrease in other income (expense) includes higher joint venture start-up losses associated with expanding
intemational investments. These losses totaled $59.9 in 1991, an increase of $47.8 over (990. The previously
mentioned reclassification of interest expense also contributed to the decrease.



PROVISION FOR INCOME TAXES

Increase (Decrease)

] 1991 1990 $ %
Provision for income taxes $ 1873 $ 5606 $ (3733 (66.6)
Effective tax rate 25.3% 31.9% - -

The decline in provision. for income taxes as a percentage of income before income taxes was almost entirely
a result of the restructuring charge. Excluding the effects of the restructuring charge, the {991 effective tax
rate would have been 31.0 percent.

OTHER ITEMS

On July 11, 1991, shareowners of U S WEST NewVector Group, Inc. (“NewVector™), the Company's cellutar
and paging subsidiary, voted to approve the Company’s merger offer, making NewVector a wholly-owned
subsidiary of U S WEST. Pursuant to the merger, the Company issued approximately | 1.1 million shares of
U S WEST common stock valued at approximately $399 to former shareowners of NewVector. The merger
was accounted for as a purchase and the resulting goodwill of approximately $375 is being amortized on a
straight line basis over 40 years.

LIQUIDITY AND CAPITAL RESOURCES

During 1991, U S WEST successfully completed an offering of zero coupon, subordinated notes which are
convertible at any time into U $ WEST common shares. Net proceeds of approximately $391.3 were used to
reduce short-term debt.

Total capital expenditures were $2,654 in (991 compared with $2,559 in 1990. Capital expenditures at
U S WEST Communications were $2,168 in 1991 and $1,990 in 1990,

U 'S WEST Communications’ capital expenditures were financed primarily by intemally generated funds during
1991, though somewhat higher levels of debt were required to fund such expenditures than in past years.
Other U S WEST operations, including members of the Capital Assets segment, used external sources of
financing during 1991.



REPORT OF MANAGEMENT

The consolidated financial statements of U $ WEST have been prepared
in conformity with generally accepted accounting principles applied on a
consistent basis. The integrity and objectivity of information in these
financial statements, including estimates and judgments, are the
responsibility of management as is all other financial information
included in this report.

U S WEST maintains a system of internal accounting controls
designed to provide a reasonable assurance as to the integrity and
refiability of financial statements, the safeguarding of assets and the
prevention and detection of material errors or fraudulent financial
reporting. Monitoring of such systems includes an internal audit program
designed to objectively assess the effectiveness of interal controls and
recommend improvements therein. Limitations exist in any system of
internal accounting controls based upon the recognition that the cost of
the system should not exceed the benefits derived. U § WEST believes
that the Company’s system does provide reasonable assurance that
transactions are executed in accordance with management’s general or
specific authorizations and is adequate to accomplish the stated
objectives. The independent certified public accountants, whose report
is included herein, are engaged to express an opinion on our
consolidated financial statements. Their opinion is based on procedures
performed in accordance with generally accepted auditing standards,
including examining, on a test basis, evidence supporting the amounts
and disclosures in the consolidated financial statements, assessing the
accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation.

In an attempt to assure objectivity, the financial information
contained in this report is subject to review by the Audit Committee of
the Board of Directors. The Audit Committee is composed of outside
directors who meet regularly with management, internal auditors and
independent auditors to review financial reporting matters, the scope of

audit activities and the resolution of audit findings.

RICHARD D. McCORMICK
CHAIRMAN

AND CHIEF EXECUTIVE OFFICER

JAMES M. OSTERHOFF
EXECUTIVE VICE PRESIDENT

AND CHIEF FINANCIAL OFFICER

FANUARY 210, 1993

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareowners of U S WEST, Inc.

We have audited the accompanying consolidated balance sheets of
U S WEST, Inc. as of December 31, 1992 and 1991, and related
consolidated statements of income and cash flows for each of the three
years ended December 31, 1992, These financial statements are the
responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the consolidated financial position
of U S WEST, Inc. as of December 31, 1992 and 1991, and the
consolidated results of its operations and its cash flows for each of the
three years in the period ended December 31, 1992, in conformity with
generally accepted accounting principles.

As discussed in Note 9 to the consolidated financial statements, the
Company changed its method of accounting for postretirement benefits

other than pensions and other postemployment benefits in 1992.

COOPERS & LYBRAND

DENVER, COLORADO

JANUARY 21, 1993



U S WEST, INc.
CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

Dollars in millions (except per share amounts) 1992 1991 1990
Sales and other revenues . $10.281.1 $10577.2 $ 99573
Cost of services and products 28358 32499 27750
Selling, general and administrative 3.150.8 29920 29044
Depreciation and amortization 1,890.1 1.876.1 [,844.9
Restructuring charge - 915.0 -
Interest expense 626.2 768.3 7332
Other income (expense) — net (63.8) (35.2) 597
Income before income taxes and cumulative effect

of change in accounting principles 7144 740.7 1.,759.5
Provision for income taxes 5350 187.3 560.6
Income before cumulative effect of change

in accounting principles 11794 5534 [,198.9
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLES:
Transition effect of change in accounting for

postretirement benefits other than pensions and

other postemployment benefits, net of tax (1,793.4) - -
Net income (loss) $ (6140) $ 5534 $ 1,1989
Earnings per share before cumulative effect

of change in accounting principles $ 286 $ 138 $ 3.1
Cumulative effect of change in accounting principles (4.35) - -
Earnings (loss) per share $ (149 $ 138 $ 3l
Dividends per share $ 212 $ 208 $ 200
Return on shareowners’ equity * 57% 13.7%

412,518 401,332 386,012

Average shares outstanding (thousands)

#1992 return on shareowners' equity. based on income before cumutative effect of change in accounting principles, is 14.4%.

The accompanying notes are an integral part of the Consolidated Financial Statements.



U S WEST, InNc.
CONSOLIDATED BALANCE SHEETS

December 31,
Dollars in mitiions S 1992 1991
ASSETS
Current assets:
Cash and cash equivalents $ 2043 $ 6558
Short-term investments 1.5 t61.2
Accounts and notes receivable, less allowance for credit losses
of $67.0 and $73.1, respectively 1,909.1 1,993.7
Inventories and supplies 196.6 219.1
Prepaid and other 358.5 3653
Total current assets - 2,6700 3395.1
Property, plant and equipment — net o 18,7123 18,063.8
Finance receivables — net 29943 28384
Other 35870 35568
Total assets $27963.6 $27.854.1
LIABILITIES AND SHAREOWNERS' EQUITY
Current liabilities:
Short-term debt $ 21262 $ 18732
Accounts payable 1,127.3 8909
Employee compensation 3924 3899
Other 1,478.9 1,695.4
Total current liabilities 51248 48494
Long-term debt 67369 76292
Postretirement benefit obligation 2,671.2 -
Deferred taxes and credits 51628 5,788.1
Shareowners' equity:
Common shares — no par, 2,000,000,000 authorized; 421,611,063 and
417,663,589 issued; 414,461,871 and 409,936,376 outstanding, respectively 57702 5606.5
Retained earnings 2.826.1 4316.1
LESOP guarantee (2944) (341.7)
Foreign currency translation adjustments (340) 6.5
Total shareowners' equity o 82679 9,587.4
- $27.854.1

$27963.6

Total liabilities and shareowners’ equity

The accompanying notes are an integrai part of the Consolidated Financ zi Statements.
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US WEST, INc.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
Dollars in miliions e 1992 1991 1990
OPERATING ACTIVITIES .
Net income (loss) $ (614.0) $ 5534 $ 1,1989
Adjustments to net income:
Depreciation and amortization {,890.1 1,876.1 1,844.9
Cumulative effect of change in accounting principles {7934 - -
Deferred income taxes and amortization
of investment tax credits 98.8 (313.8) 191.3
Restructuring charge - 915.0 -
Changes in operating assets and liabilities:
Accounts and notes receivable 284 290 (66.6)
Inventories, supplies and other (24.6) (254) (60.6)
Accounts payable and accrued liabilities o.n 60.4 (107.9)
Other — net ‘ 1202 (128.8) (178.1)
Cash provided by operating activites 32922 2,965.9 28219
INVESTING ACTIVITIES
Expenditures for property, plant and equipment (2.260.8) (2.590.1) (2.558.9)
Investment in finance receivables (880.1) (1,007.4) (1,109.3)
Principal payments received on finance receivables 7882 8753 70395
Proceeds from disposals of property, plant and equipment 172.1 5483 8i.l
Other — net (171.3) (217.0) (248.1)
Cash (used for) investing activities - (23519)  (23909)  (3.131.3)
FINANCING ACTIVITIES
Net (repayments) proceeds of short-term debt (34) (212.5) 2760
Proceeds from issuance of long-term debt 9634 (,600.3 1,243.5
Repayments of long-term debt (1,647.1) (939.9) (1,096.5)
Dividends paid (796.0) (755.6) (688.2)
Proceeds from issuance of common stock 913 1243 630.6
Cash (used for) provided by financing activities (1391.8) (1834) 3654
CASH AND CASH EQUIVALENTS
Increase (decrease) (451.5) 3916 56.0
Beginning balance e - 6558 2642 2082
$ 2043 $ 6558 § 2642

Ending balance

Tre accompanying notes are an integral part of the Consolidate: Financia. Staternents.



U S WEST, InNc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 1992, 1991 AND 1990
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

NOTE |: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION: The consolidated financial statements include the accounts of U S WEST, Inc.
and its majority-owned subsidiaries (“U S WEST" or “Company™"). All significant intercompany accounts and
transactions have been eliminated, except as otherwise required under generally accepted accounting
principles (“GAAP") applicable to regulated entities. Investments in partnerships, joint ventures and less than
majority-owned subsidiaries are generally accounted for using the equity method.

The regulated telephone operations of U S WEST, hereafter referred to as U § WEST Communications, are
included in the consolidated financial statements in accordance with GAAP applicable to regulated enterprises.

Certain reclassifications within the financial statements have been made to conform to the current year

presentation.

CASH AND CASH EQUIVALENTS: Cash and cash equivalents include highly liquid investments with
original maturities of three months or less which are readily convertible into cash and are not subject to
significant risk from fluctuations in interest rates.

SHORT-TERM INVESTMENTS: Investments with original maturities of three months to one year are

carried at cost, which approximates market.

INVENTORIES AND SUPPLIES: New and reusable materials of U S WEST Communications are carried
at average cost, except for significant individual items which are valued based on specific costs. Non-reusable
material is carried at its estimated salvage value. Inventories of U S WEST's non-telephone operations are
carried at the lower of cost or market on a first-in, first-out basis.

PROPERTY, PLANT AND EQUIPMENT: The investment in property, plant and equipment is carried at
cost, less accumulated depreciation, except for certain real estate assets held for sale which are net of a
valuation allowance. Additions, replacements and substantial betterments are capitalized. Costs for normal
repair and maintenance of property, plant and equipment are charged to expense as incurred.

U S WEST Communications capitalizes the cost of debt and equity funds as a component of telephone plant
construction. Interest related to qualifying construction projects is also capitalized by non-telephone
operations. Capitalized interest is reflected as a reduction of interest expense, except at U S WEST
Communications where it is included as an element of other income. Amounts capitalized by U S WEST
were $28.8, $73.0 and $75.0 in 1992, 1991 and 1990, respectively.

U S WEST Communications’ provision for depreciation of property, plant and equipment is based on various
straight line group methods using remaining service lives authorized by regulatory commissions. When
depreciable property, plant and equipment is retired or sold, the original cost less the net salvage value is
charged to accumulated depreciation. Any resulting depreciation deficiencies are amortized over the
remaining life of the telephone plant or over shortened periods if authorized by regulatory authorities.

The non-telephone operations of U § WEST provide for depreciation using both straight line and accelerated
metheds. When depreciable property, plant and equipment is retired or sold, the resulting gain or loss is
recognized currently as an element of other income.

REVENUE RECOGNITION: Local telephone service and cellular access revenues are generally billed
monthly in advance and revenues are recognized the following month when services are provided. Revenues
derived from other telephone services, including exchange access, long distance and cellular airtime usage,
are billed and recorded monthly as services are provided.

Directory advertising revenues and related directory costs are generally deferred and recognized over the
period during which directories are utilized, normally 12 months. The balance ¢f deferred directory costs
included in prepaid and other is $186.8 and $183.4 at December 31, 1992 and 1991, respectively.




Certain subsidiaries act as lessors in direct financing and leveraged lease transactions. For direct financing leases,
uneamed income is amortized over the lease term in a manner which approximates a constant rate of retum on
the net investment. Uneamed income represents the excess of the net minimum lease payments receivable plus
the estimated residual value over the cost of the equipment leased. For leveraged leases, the cost of the assets
leased is financed primarily through non-recourse debt which is netted against the related lease receivable. The
components of leveraged lease income. which include finance income and amortized investment tax credits, are
recognized over the lease term at a level rate of return in years when the net investment is positive.

Interest income on loans is accrued as earned, based on the interest method.

Income on financial guarantee insurance premiums is earmed in proportion to the amount of risk outstanding
over the period of coverage. The balance of unearned premiums included in deferred taxes and credits at
Décember 31, 1992 and 1991, is $198.8 and $184.8, respectively.

FINANCIAL INSTRUMENTS: Income or expense on interest rate swap agreements is recognized over the
life of the agreements as an adjustment to interest expense. Gains, losses and premiums on interest rate
option agreements and foreign currency option and forward contracts, designated and effective as hedges, are
deferred and recognized with the assets, liabilities or transactions being hedged.

INCOME TAXES: The provision for income taxes consists of an amount for taxes currently payable and an
amount for tax consequences deferred to future periods, reflected at current income tax rates, in accordance
with Statement of Financial Accounting Standards (“SFAS™) No. 96. In 1993, U S WEST will implement SFAS
No. 109, “Accounting for Income Taxes.” Adoption of the new standard will not have a material effect on the
financial position or results of operations, primarily because of the Company's earlier adoption of SFAS No. 96.

For financial statement purposes, deferred investment tax credits of U S WEST Communications are being
amortized as a reduction of the provision for income taxes over the service lives of the related property, plant
and equipment.

EARNINGS (LOSS) PER SHARE: Eamings (loss) per share are computed on the basis of the weighted
average number of shares of common stock outstanding during each year.

NOTE 2: INDUSTRY SEGMENT INFORMATION

The Communications and Related Services segment includes activities related to local, long distance and
network access services to customers in |4 states, cellular communications products and services, marketing of
communications products and services to business customers, publishing of telephone and other directories,
and intemational cable television and telecommunications activities.

U S WEST Capital Corporation (“Capital Corporation”) provides diversified financial services through U S WEST
Financial Services, Inc. (“Financial Services”) and provides financial guarantee insurance policies for corporate
and municipal clients through a 92 percent owned subsidiary Financial Security Assurance Inc. (“FSA™).
U S WEST Real Estate, Inc. (“Real Estate”). which. together with Capital Corporation comprise the Capital
Assets segment, has curtailed further real estate development activities and is in the process of disposing of its
existing real estate portfolio. In 1992, revenies znd operating expenses. ncluding financing costs, associated
with Real Estate were charged against a valuation allowance established in 1991 (see Note 12).

Operating income on a segment basis includes certain amounts that are classified as interest expense or other
income (expense) in the consolidated statements of income. For Capital Assets, interest expense is included
as part of operating income. For Communications and Related Services, operating income includes
international equity losses of $42.7, $59.9 and $12.1 'n 1992, 1991 and 1990, respectively.

U'S WEST provides network access sewvices 1 rierexchange carriers, the largest volume of which is provided
to American Telephone and Telegraph Company ("AT&T™). During 1992, 1991 and 1990 revenues related to
these services provided to AT&T were $1,203. $1.267 and $1.430, respectively. Related accounts receivable at

December 31, 1992 and 1991, totalec $10%.2 2rd $ C1.2, respect vely.



The following information is provided by industry segment:

Year Ended December 31,

1992 1991 1990
SALES AND OTHER REVENUES
Communications and Related Services $ 98249 $ 94798 $ 93142
Capital Assets
Capital Corporation 456.2 4453 397.2
Real Estate* - 652.1 2459
- $10.281.1 $105772  $ 99573
OPERATING INCOME
Communications and Related Services* $ 20434 $ 16717 $ 20793
Capital Assets
Capital Corporation* 145.1 64.4 97.7
Real Estate* - (533.5) (17.0)
Interest (expense), excluding Capital Assets (453.1) (476.7) (460.0)
Other income (expense) — net (21.0) 14.8 595
Income before income taxes and cumulative effect
of change in accounting principles $ 17144 $ 7407 $ 17595
IDENTIFIABLE ASSETS
Communications and Related Services $22,277.8 $21723.1 $21,090.7
Capital Assets
Capital Corporation 4,365.0 43113 4,140.2
Real Estate 1,138.1 [,139.2 1,590.1
Corporate 1827 6805 2292
- $279636  $27.854.1  $27.0502
DEPRECIATION AND AMORTIZATION
Communications and Related Services $ 1,880.5 $ 18244 $ 18007
Capital Assets
Capital Corporation 96 143 5
© Real Estate* - 374 327
- ] R $ 1890.1 $ 18761  $ 18449
CAPITAL EXPENDITURES
Communications and Related Services $ 25542 $ 24256 $ 22165
Capital Assets
Capital Corporation 14 5.1 50
Real Estate 424 2237 3374
- - $ 25977 $ 26544  $ 25589
TOTAL DEBT
Communications and Related Services $ 5632.) $ 57462 $ 55713
Capital Assets
Capital Corperation 23245 2456.6 2,463.0
Real Estate 1,388.7 [,356.4 1,386.9
Corporate 7459 761.1 4213
Intersegment eliminations (1.228.1) (8179) (844.9)
- 38863l $9.5024  § 89976
DEBT-TO-CAPITAL RATIO (PERCENT)
Communications and Related Services 438 40.0 40.6
Capital Corporation 714 744 772
507 498 493

Consolid{a}ed

F1n 1991 as a result of the restructuring charge described in Note 2, operating ‘ncome of the Communications and Related Services segment and the

Capital Assets segment was reduced by approximately $365 and $550, respective’.

Approximately $500 of the charge related 1o Capital Assets was a

Real Estate valuation aliowance. In 1992, the ircome statement activity of Real Estate was charged to the valuation allowance (see Note 12)




NOTE 3: PROPERTY, PLANT AND EQUIPMENT

The composition of property, plant and equipment follows:

December 31,
1992 1991
Land and buildings $ 24331 $ 23179
Telephone network equipment and outside plant 212427 20,040.0
Other 33037 34268
Construction in progress 6826 658.1

27,662.1 26,4428

Less accumulated depreciation on:

Buildings 5300 465.5
Telephone network equipment and outside plant 78219 70788
Other 1,3i8.8 1,551.4
96707 90957

Real estate held for sale — net* 7209 7167
Property, plant and equipment — net $187123  $18,0638

* Real estate held for sale is net of accumulated depreciation and a valuation allowance of $402.5 and $500 at December 31, 1992 and 1991,
respectively (see Note §2).

NOTE 4: DEBT

The components of short-term debt follow:

December 31,
1992 1991
Notes payable
Commercial paper $ 9833 $ 8666
Other 355 26.5
Current portion of long-term debt [,107.4 980.1
Total $2,1262  $18732

Long-term debt consists principally of debentures and medium term notes, debt associated with the
Company's Leveraged Employee Stock Ownership Plans (LESOP), and zero coupon, convertible notes as
described below.

Interest rates and maturities of long-term debt at December 31 follow:

MATURITIES TOTAL TOTAL
Interest rates 1994 1995 1996 1997 Thereafter 1992 1991
Up to 5% $480.2 $1500 $ 500 $ 100 $ 2854 $ 9756 $ 5204
Above 5% to 6% 220 5.0 131 - 161.0 2011 3049
Above 6% to 7% 305 915 - 555 2075 3850 2375
Above 7% to 8% 164 129 680.2 247 1,689.3 24235 2,700.5
Above 8% 1o 9% 720 21.2 935 - 1,989.5 2,176.2 25148
Above 9% to 10% 392 60.9 - 762 4000 576.3 £,379.3
Above 10% - - 60.0 - 29.2 89.2 1294

$660.3 $341.5 $896.8 $166.4 $4,761.9 $6,826.9 $7,786.8

Capital lease obligations

and other 90.7 66.3
Unamortized discount — net (180.7) (223.9)
Total $6,7369 $7,629.2




During 1992, U S WEST refinanced six debt issues aggregating $747 in principal amount. During 1991, the
Company issued zero coupon, subordinated notes which are convertible at any time into U S WEST common
shares. The notes were recorded at their discounted value of $401.3, with the discount being amortized to interest
expense using the interest method. The notes have an effective rate of interest of approximately 7.3 percent.

U S WEST is permitted to borrow up to approximately $1,725 under formal lines of credit, all of which was
available at December 31, 1992,

Long-term debt of $123.7 and $!66.1 at December 31, 1992 and 1991, respectively, was collateralized by first deeds
of trust on associated real estate, assignment of rents from leases, and operating and management agreements.

Interest payments, net of amounts capitalized, were $704.1, $7409 and $689.7 for 1992, 1991 and 1990, respectively.

NOTE 5: LEASING AND OTHER FINANCING ARRANGEMENTS

As Lessee

U S WEST has entered into operating leases for office facilities, equipment and real estate. Minimum future
lease payments as of December 31, 1992, under non-cancellable operating leases, follow:

Year o

1993 $ 1393
1994 {259
995 105.5
1996 939
1997 90.6
Thereafter 908.2
Total $1,4634

Rent expense under operating leases was $278.8, $215.2 and $190 in 1992, 1991 and 1990, respectively.

As Lessor/Lender

The components of the Company's investment in finance receivables follow:

December 31,
1992 1991
Receivables $3,5724 $3,5489
Unguaranteed estimated residual values 4954 5103
- 4067.8 40592
Less: Unearmed income 5309 592.7
Credit loss and other allowances, including $86.3 in 1992 and
~ $8381in 1991 related to receivables acquired 152.1 149.4
- o 3384.8 3317.1
Less: Current portion 3905 4787
Finance receivables — net - $2994.3 $2,838.4

RIS



Contractual maturities of finance receivables subsequent to December 31, 1992, follow:

Year N ) ]

1993 $ 4144
1994 2939
1995 382.2
1996 . ‘ 4773
1997 361.6
Thereafter 1,643.0
Total $3.572.4

NOTE 6: FINANCIAL INSTRUMENT DISCLOSURES
Instruments With Off-Balance Sheet Market Risk - Swaps, Options and Forward Contracts

U S WEST is party to various domestic and foreign interest rate swap and option agreements, and foreign
currency option and forward contracts for the purpose of managing interest rate exposure and fixing foreign
currency commitments in U.S. Dollars. The notional amounts of interest rate swaps are disclosed under “Fair
Values of Financial Instruments” below. Based on amounts outstanding at December 31, 1992, if any party to
these agreements fails to perform, the estimated accounting loss would not be material to the Company's
results of operations or to its financial position.

Instruments With Off-Balance Sheet Credit Risk - Financial Guarantees

FSA is in the business of writing financial guarantee insurance policies which insure the timely payment of
principal and interest on corporate and municipal obligations. The principal amounts insured follow:

CORPORATE (1) MUNICIPAL (2)
December 31, December 31,
Term to Maturity 1992 1991 1992 1991
Oto 5 Years $ 5973 $ 5364 $ 1,085 $ 669
5to 10 Years 1.813 2815 1,520 94!
|0to IS Years 1,708 1,760 1,242 818
15 to 20 Years 391 700 1421 922
20 and Above 2,506 1,872 3,704 2,673
Total $12,394 $1251t $ 8972 $6,023

(1) Excludes amounts ceded to other insurers of $5,050 and $5,218, in 1992 and 1991, respectively.

(2) Excludes amounts ceded to other insurers of $3,677 and $1.586, in 1992 and 1991, and includes $1,503 and $1,749 of assumed obligations in
1992 and 1991, respectively.

The principal amount of insured obligations in the municipal portfolio, net of amounts ceded, include the
following types of issues:

Decemper 31
Type of Issue ] o - 1992 1991
General obligation $ 2,40/ $1,742
Single family housing 1515 1412
Lease revenues 1201 834
Utility revenues 1,182 608
Hospital revenues 925 540
Other 1,748 887
Total $ 8972 $6,023




FSA limits its exposure to losses from writing financial guarantees by underwriting primarily investment grade
obligations, by diversifying its portfolio, by reinsuring with third parties and by maintaining collateral
requirements on corporate obligations. Gross corporate guarantees are collateralized by assets of
approximately $21,800 and $22,300 at December 31, 1992 and 991, respectively. At December 31, 1992,
the levels of over-collateralization (collateral value divided by gross principal insured) ranged from approxi-
mately 103 percent for government debt-backed obligations to 156 percent for obligations backed by utility
first mortgages. If an issuer were unable to make debt service payments and the collateral proved to be of no
value, the accounting foss on a transaction would equal the present value of the debt service, which

approximates the principal value of the insured obligation.

Concentrations of collateral associated with insured corporate obligations, net of amounts ceded, follow:

December 31,

Type of Collateral S 1992 1991

Residential mortgages $ 336! $ 3485
Commercial mortgages 2,152 2238
Corporate debt 1,990 2,076
Government debt (principally U.S.) 2,300 2,033
Consumer receivables 1,895 1,945
Utility first mortgages 693 734
Total $12391 $12511

The Company records a provision for losses and loss adjustment expenses at the present value of the
expected loss when the likelihood of default is probable at the balance sheet date. The balance of the reserve
for losses and loss adjustment expenses was $58.7 and $10.0 at December 31, 1992 and 1991, respectively.

Significant Group Concentrations of Credit

Following are significant concentrations of credit within the Capital Assets segment’s investment in finance

receivables:

December 31,
Area of Concentration - 1992 1991
Air transportation $570.3 $569.6
Consumer related 4784 409.8
Power plants 5032 384.1

The risk of loss on investment in finance receivables is fimited by imposing collateral and credit requirements
on a case-by-case basis and by portfolio diversification. Collateral includes letters of credit, real estate, plant
and equipment, and other tangible assets.




Fair Values of Financial Instruments
Fair values of cash equivalents, short-term investments, short-term debt and other current amounts receivable
and payable approximate the carrying amount.

Amounts receivable and payable related to foreign currency options and forward contracts which are used to
hedge foreign commitments are recorded at fair value based on currency exchange rates in effect at the
balance sheet date.

Following are methods and assumptions used to estimate the fair values of other categories of financial
instruments.
Marketable debt securities held for investment

For obligations of municipalities, fair value is based on quoted market prices. The fair value of corporate debt
securities is based on quoted market prices where available or, if not available, is estimated using quoted market
prices of similar instruments or by discounting future cash flows using current, risk adjusted interest rates.

Loans and other finance receivables

Fair values of loans and other finance receivables, excluding leases, are based on discounting future cash flows
using current, risk adjusted interest rates.

Debt

Fair value of debt is based on quoted market prices where available or, if not available, is based on discounting
future cash flows using current interest rates. Fair value of debt includes the effects of variable to fixed and
fixed to variable interest rate swaps on notional principal amounts of $1,000 and $440, respectively. Fair value
of interest rate swaps is based on estimated amounts the Company would receive or pay to terminate such
agreements taking into account current interest rates and creditworthiness of the counterparties.

The following table sets forth the fair value of marketable debt securities held for investment:

December 31, 1992 December 31, 1991
Carrying Fair Carrying Fair
Type of Debt Security o Amount Value Amount Value
Municipal $ 5337 $ 5514 $4928 $510.2
Corporate 2335 2373 2914 2928
Other ) 2329 2393 153.2 162.1
Total $1,000.1 $1,0280 $9374 $965.1

The following table sets forth the estimated fair value of other financial instruments on the Company’s balance sheet:
B T ) December 31,1992

Carrying Fair
el e Amount Value
ASSETS

Loans and other finance receivables $2517 $2,530
LIABILITIES
~ Debt _ 8,863 9,070



NOTE 7: SHAREOWNERS' EQUITY

Following are transactions affecting shareowners' equity:

Common Shares Foreign Currency
Shares Retained Translation
__ ({thousands) __Amount Eamings Adjustments
BALANCE AT JANUARY |, 1990 B 186,996 A_$ 43174 $4.1794
Issuance of treasury shares - 3401 1243
Issuance of common stock 16,100 576.8
Net income [,1989
Dividends ($2.00 per share) (776.6)
Stock split 186,996
Foreign currency translation adjustments $ 62
Other — net (52) 37
BALANCE AT DECEMBER 31, 1990 S 393493 50133 4,6054 6.2
Issuance of treasury shares 3y 490
Issuance of common stock 15,106 5452
Net income 5534
Dividends ($2.08 per share) (842.7)
Foreign currency translation adjustments 3
Other — net (1.0)
BALANCE AT DECEMBER 31, (99| - —425‘5,936 5.606.5 4,316.1 6.5
Issuance of treasury shares S 58 - 204
Issuance of common stock 3948 144.4
Net loss (614.0)
Dividends ($2.12 per share) (876.0)
Foreign currency translation adjustments {40.5)
Other — net (.n
BALANCE AT DECEMBER 31, 1992 T 414482 $ 57702 $2,826.1 $ (34.0)

U S WEST has 50,000,000 authorized shares of preferred stock, of which none have been issued.
At December 31, 1992, the Company held 7,149,192 treasury shares with a cost basis of $146.5.

On July 11, 1991, shareowners of U S WEST NewVector Group, Inc. (“NewVector”) voted to approve the
Company's merger offer, making NewVector a wholly-owned subsidiary of U S WEST. Pursuant to the merger,
the Company issued approximately | 1.1 million shares of U S WEST common stock valued at approximately
$399 to former shareholders of NewVector. The merger was accounted for as a purchase and the resutting
goodwill of approximately $375 is being amortized on a straight fine basis over a period of 40 years.

On May 23, 1990, U S WEST issued 16,100,000 additional shares of common stock for cash proceeds of
approximately $577.

Leveraged Employee Stock Ownership Plans (LESOP)

U'S WEST maintains employee savings plans for management and non-management employees under which
the Company matches a certain percentage of eligible contributions made by the employees with shares of
Company stock. The Company established two LESOPs in 1989 to provide the Company stock used for
matching contributions to the savings plans,

[P
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The long-term debt of the LESOP trusts, which is unconditionally guaranteed by the Company, is included in
the accompanying consolidated balance sheets and corresponding amounts have been recorded as reductions
to shareowners' equity. The trusts will repay the debt with Company contributions and certain dividends
received on shares of the Company’s comman stock heid by the LESOP. Total Company contributions to the
trusts (excluding dividends) were $77.7, $70.9 and $71.1 in 1992, 1991 and 1990, respectively, of which $27.8,
$31.7 and $35.1, respectively, have been classified as interest expense. The Company recognizes expense
based on the cash payments method. Dividends on unallocated shares held by the LESOP were $17.3, $20.!
and $22.5 in 1992, 1991 and 1990, respectively.

Shareholder Rights Plan

The Board of Directors of the Company has adopted a Shareholder Rights Plan which, in the event of a
takeover attempt, would entitle existing shareowners to certain preferential rights. The rights expire on April 6,
1999, and are redeemable by the Company at any time prior to the date they would become effective.

NOTE 8: STOCK INCENTIVE PLANS

U 'S WEST maintains stock incentive plans for executives and key employees. The Human Resources Committee of
the Board of Directors is responsible for the administration of the executive plan, which provides for the grant of
options, stock appreciation rights (SARs) associated with stock options and the grant and sale of restricted and non-
restricted stock. The Board of Directors has delegated the administration of the non-executive plan to a special
committee. Options must be exercised no later than ten years and one month after the date upon which the option
was granted. A total of 17,000,000 shares of U S WEST common stock are reserved for issuance under the plans.

Data for outstanding options under the plans is summarized below:

Number of Average

e Shares* Option Price

QUTSTANDING JANUARY 1, 1990 1,707,062 $ 2644
Granted - 1185747 3744
Exercised (543,494) 26.17
Cancelled or expired (42,532) 2674
QEETANDAI;G DECEMBER 31, 1990 S 2,306,783 3215
Granted I 1,415,502 35.30
Exercised (277,760) 2591

_ Cancelled cr expired (24,119) 3534
SUtstANDING DecemBER 319 T Saoas | 3394
Granted - 141031 | 38.13
Exercised (327221 2615

~ Cancelled or expired (53,346) 36.17

4450150 $ 358

QUTSTANDING DECEMBER 31, 1992

* |acludes cptions granted m tandem with SARs.
Options to purchase 913,312 and 1,043,202 shares were exercisable at December 31, 1992 and 1991,

respectively. A total of 10,111,549 and 11.581.21 shares of U S WEST common stock were available for grant
under the plans at December 31, 1992 and 199, respectively .



NOTE 9: EMPLOYEE BENEFITS

Pension Plans

U S WEST has two defined benefit pension plans which cover substantially all management and non-management
employees which, effective January |, 1993, were merged into a single plan. Management benefits are based
upon a final pay formula while non-management benefits are based upon a flat benefit formula. U S WEST uses
the projected unit credit method for the determination of pension cost for financial reporting purposes and the
aggregate cost method for funding purposes. No funding was required in 1992, 1991 or 1990.

The composition of the pension credit and the actuarial assumptions of the plans follow:

o Year Ended Esgcember 31,

o - 992 9% 1990

Details of pension credit:

Service cost — benefits earned during the period $ 1411 $ 1240 $ 1192

Interest cost on projected benefit obligation 479.6 466.0 4381

Actual retumn on plan assets (410.8) (1.3120) 1754

Net amortization and deferral (318.3) 6134 (842.1)
Net pension credit - $(1084) § (1086)  $(1094)
Actuarial assumptions (in percent): -

Weighted average discount rate 825 8.50 850

Expected long-term rate of return on plan assets 9.25 9.50 9.50

Rate of increase in future compensation levels 5.50 550 5.50
The funded status of the plans follow:

o o T December 31,
1992 1991
Accumulated benefit obligation, including vested benefits of
$4.867 and $4,426, respectively. $5,192.0 $4.7160
Plan assets at fair value, primarily stocks and bonds $8.068.8 $8,024.0
Less: Projected benefit obligation 65550 6,0360
Plan assets in excess of projected beneﬂt?)a‘thi‘ng¥A 15138 19880
Less: Unrecognized experience gain 24.1 5540
Prior service cost not yet recognized in net periodic pension cost 77.3 270
Balance of unrecognized net asset at January |, 1987 945.0 1,025.0

Prepaid pensionasset g 4674 § 3820

Anticipated future benefit changes have been reflected in the above calculations. The weighted average
discount rate for determining the benefit obligation as of December 31, 1992, was 8.25 percent.

Postretirement Benefits Other Than Pensions

U 'S WEST and most of its subsidiaries provide certain health care and life insurance benefits for retired
employees. Effective January I, 1992, U S WEST adopted SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions.” SFAS No. 106 mandates that empioyers reflect in their current
expenses an accrual for the cost of providing retirement medical and life insurance benefits to current and
future retirees. Prior to 1992, U S WEST recognized these costs as they were paid. Adoption of SFAS No. 106
resulted in a one-time, non-cash charge against 1992 earnings of $1,740.7, net of a deferred income tax
benefit of $!,037.7, for the prior service of active and retired employees. U S WEST used the projected unit
credit method for the determination of postretireme=t medical costs.

in conjunction with the adoption of SFAS No. 106, for financial reporting purposes. the Company elected to
immediately recognize the accumulated postretre~ent benefit obligation for curent and future retirees, net
of the fair value of plan assets. On Decerrber 26, 1991, the Federal Communicatons Commission ('FCC™)
released an order permitting adoption of SFAS No. 106 on or before January 1, 1993. The FCC order permits



amortization of the transition obligation over the average remaining service period of active employees for
interstate regulatory accounting purposes. Pursuant to SFAS Ne. 71, "Accounting for the Effects of Certain
Types of Regulation,” a regulatory asset associated with the recognition of the transition benefit obligation was
not recorded because of uncertainties as to the timing and extent of recovery given the Company’s

assessment of its long-term competitive environment.

The composition of postretirement benefit costs for the year ended December 31, 1992, and actuarial

assumptions underlying plan benefits follow:

Details of postretirement benefit costs:

Service cost — benefits eared during the period $ 669

Interest cost on accumulated benefit obligation 2559

Expected return on plan assets (47.8)
Net postretirement benefit costs i $275.0
Actuanal assumptions (in percent):

Weighted average discount rate 8.00

Expected long-term rate of return on plan assets 9.00

Medical cost trend rate* 11.00

* Medical cost trend rate gradually declines to an ultimate rate of 6.25% in 2006.

A one percent increase in the assumed healfth care cost trend rates for each future year would have increased
the aggregate of the service and interest cost components of 1992 net postretirement benefit costs by

approximately $45.

During 1991, the cost of postretirement health care and life insurance benefits for the Company's retired
employees was $120.

The funded status of the plan at December 31, 1992, follows:

Accumulated postretirement benefit obligation attributable to:

Retirees $2,089.5
Fully eligible plan participants 2572
Other active plan participants 1,035.7
Total accumulated postretirement benefit obligation ) 33824
Less: Fair value of plan assets, primarily stocks, bonds and life insurance (635.9)
Accrued postretirement benefit obligation - $2,746.5

For U S WEST Communications, the annual amount funded will generally follow the expense recognized for

regulatory purposes.

The weighted average discount rate for determining the accumulated postretirement benefit obligation was
8.0 percent at December 31, 1992, A one percent increase in the assumed health care cost trend rates would
have increased the accumulated postretirement benefit obligation by approximatety $375.

Expectations with respect to certain future amendments to the Company's postretirement benefit plans have
been reflected in determining the Company's postretiremert benefit cost under SFAS No. [06.

Other Postemployment Benefits

U 5 WEST also adopted, effective January |, 1992, SFAS No. | 12, “Employers’ Accounting for Postemployment
Benefits.” SFAS No. |12 requires that employers accrue for the estimated costs of benefits, such as workers’
compensation and disability, provided to former or inactive employees who are not eligible for retirement.
Adoption of SFAS No. |12 resulted in a one-time, non-cash charge against {992 eamings of $52.7, net of a
deferred income tax benefit of $32.3.



